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PROFESSIONAL NOTES 


Auditors and Post-War Credit for E.P.T. 


The Finance Bill, which has been issued as we go to 
press, outlines the proposed conditions to be attached 
to the post-war credit for E.P.T. These conditions 
are not unlikely to meet with some criticism and 
amendment in the passage of the Bill through its 
stages, but the change will certainly give rise to new 
audit problems. Until the clauses of the Finance 
Bill are studied an opinion cannot be offered upon the 
issues which arise. Nevertheless, we hope that the 
final statutory form in which the credit is to be 
clothed will be sufficiently definite to afford guidance 
to auditors. 


Farmers’ Income Tax 


From the plough to accounts is hardly a welcome 
change for farmers. Some thousands of farmers 
must now share that common lot of the business 
community, assessment under Schedule D, connoting 
adequate accounts or probable over-assessment. 
Many will sympathise with farmers at this new 
responsibility when agricultural production calls for 
their unremitting labours. Others may find but 
inadequate reason for the favourable discrimination 
permitted by Schedule B, so long enjoyed by farmers. 
However that may be, accounts for Schedule D now 


become inevitable. The Ministry of Agriculture and 
the National Farmers’ Union are considering how 
facilities can be arranged for farmers to carry out the 
necessary book-keeping on the simplest lines possible. 
No general statement can be made as to the extent 
to which farmers already keep proper accounts, but 
it can be said that practising accountants in agricul- 
tural districts have a considerable clientele among 
farmers. A recent and practical suggestion was that 
local secretaries of the National Farmers’ Union 
might help with advice, and this is to be commended. 
Though practising accountants ‘“‘in most country 
towns are already swamped with work’”’ they will 
undoubtedly be able (pace The Times Agricultural 
Correspondent) to help farmers when requested to 
do so, difficulties notwithstanding. The annual 
valuation is a most important factor, and it is satis- 
factory to note that the appropriate Government 
Departments propose to discuss with the farming 
industry the standardisation of methods to be 
adopted for valuations. 


Members of the profession, particularly those who 
may be called upon to give professional services to 
the farming industry, are advised to study the 
problems involved. 


t is hoped to deal with some 
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of these problems in the columns of ACCOUNTANCY 
and in the meantime there will be maintained in the 
Society’s Library for the use of members professional 
literature relating to farmers’ accounts. Despite the 
difficulties of initiating a book-keeping system at the 
present time, we do not doubt that farmers will, in 
the long run, find the maintenance of proper accounts 
a valuable business facility and a safeguard from 
income tax troubles. 


Directors and Auditors 


A recent article in the Economist, under the title 
“ Directors and Auditors,” calls for a fresh outlook 
on the whole matter of the presentation of the 
accounts of joint stock companies and the general 
attitude of company directors and auditors to their 
responsibilities. It is not a new plea ; but this article 
goes further than the usual demand for reform, inas- 
much as the writer urges that reform is necessary 
not only as a duty to the shareholder, but also as a 
duty to the other partners in industry, both labour 
and the actual management, and, indeed, to the 
whole community. In times of stress and strain there 
is always a tendency to call for reform without any 
specific proposals as to how the objects of the reform 
are to be achieved, and without regard to the fact 
that reforms are sometimes retrogressive rather than 
progressive. The relationship of the auditor to a 
company is governed by law, and it has been argued, 
with some truth, that any amendment of the law 
which increased the responsibility of the auditor for 
the accounts would have the detrimental effect of 
relieving the directors of some of their present 
responsibility. The point was indeed considered by 
the Committee whose report was the foundation of 
the last Companies Act. The fundamental purposes 
of an audit have not been changed by the evolution 
of the business world, but the technique of auditing 
calls for constant revision to meet the changed condi- 
tions of commerce. The question of necessary reforms 
to company law has been the subject of continuous 
thought and discussion in the accountancy profession 
and in company circles generally ever since the pass- 
ing of the 1929 Act, and the planning of possible 
reforms is still continuing in the light of present-day 
experience. 


The Finance of Supply 


In a recent issue of The Banker, a special corres- 
pondent describes in some detail the financial control 
exercised by the Ministry of Supply and the methods 
of financing contractors. The powers delegated by 
the Treasury to the Ministry enable finance to be 
provided for essential fixed capital and for working 
capital. Contractors must, of course, employ their 
own resources and such banking credit as they may 
be able to secure. But subject to a proper review of 
the risks involved and of the element of eventual 
redundancy, the Department may assist by supplying 
the actual plant required, or by contributing to its 
cost. The rapid expansion of capacity may call for 
working capital in excess of contractors’ resources 
and of possible banking credit ; and the supply of 
additional working capital is met by a system of 
progress payments. These payments are subject to 
accountants’ certificates as to costs and technical 
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certificates as to products and to the security of the 
whole of the related floating assets. In this process 
the function of the banks is to fill the temporary gap 
between the Ministry’s progress payments and the 
gap between the issue of progress certificates and 
actual payment. In addition, provision for the 
financing of sub-contractors is made, in part through 
principal contractors and in part through the banks. 
It is contended that all possible steps have been taken 
to ensure that financial considerations shall not 
obstruct the expansion of war production. The whole 
system is designed to provide finance, to exercise 
control over costs, and to promote technical efficiency. 
No elaboration is needed to indicate the importance 
of the accounting functions in this system in which 
costings, periodical profit and loss accounts, and 
audited balance sheets of contractors are necessary 
means of information and essential instruments of 
control. 
Banks to Handle Coupons 

Details have now been announced of the “ coupon 
banking *’ scheme, which is expected to be in oper- 
ation before the end of June. In essence, the scheme 
is compulsory. With certain minor exceptions, it will 
be an offence against the Defence Regulations for 
traders to pass on to others the actual coupons or 
coupon-equivalent documents they receive. Instead, 
the retailers will bank their coupon takings, and from 
then on transfers from retailer to wholesaler, from 
wholesaler to manufacturer, and so on, will be made 
by transfer-vouchers. Even branches of firms will 
have to remit to their head office by this method. To 
be valid, a voucher must be taken to the bank for 
confirmation, and will normally be left there until the 
following day. If the transferor’s coupon balance is 
sufficient, the bank will confirm the voucher and 
debit the customer’s coupon account. The recipient 
must pay the voucher into his own bank before he 
can regard the coupons as having been received. 
Vouchers will not be accepted if they are more than a 
month old, or if they contain the slightest alteration, 
or are made out to a trader other than the one for 


whose credit they are paid in. Traders will be expected © 


to keep their own records of coupon payments and 
receipts. The balance must be checked with the bank 
at least once a quarter, and the bank will not only 
give a balance verbally, but in case of dispute will 
also allow the trader to examine its own records of the 
account. Traders are warned, however, that no 
arrangements have been made for the banks to issue 
any passbooks or other statements. 

It is pointed out, too, that the banks are acting 
merely as agents for the Board of Trade, in whom the 
power to confirm vouchers is vested. Any complaints 
or requests for special facilities must therefore be 
addressed to the Department and “ the fact that your 
bank keeps a coupon account will not make the bank 
staff into experts on clothes rationing.’’ Even so, 
the scheme is likely to place a heavy strain on the 
banks’ depleted staff, while traders will have to keep 
additional records, and the large firms and whole- 
salers will miss the 2 per cent. coupon discount 
formerly given on the exchange of coupons for vouchers 
of 500 and now available to any trader paying in a 
minimum of 98 coupons. Nevertheless, the scheme 
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possesses two important advantages. It eliminates the 
need for commting and recounting coupons each time 
they change hands; and it provides a safeguard 
against irregularities. 
The Society’s Annual Meeting 

The fifty-seventh annual general meeting of the 
society of Incorporated Accountants will be held on 
Thursday, May 21, 1942, at 2.30 p.m., at Incorporated 
Accountants’ Hall. The chair will be occupied by 
the President, Mr. Percy Toothill. The annual 
meeting of the Incorporated Accountants’ Benevolent 
Fund will be held immediately after the Society’s 
annual meeting. 

Non-Residents’ Income Returns 

In order to conserve foreign exchange by placing 
some restriction on remittances to British subjects 
abroad, the Treasury has acquired power under a 
recent Order in Council (S.R. & O., 1942, No. 572) 
to require from any British subject or British pro- 
tected person resident outside the sterling area in- 
formation as to his property and income from all 
sources. Similar information relating to property 
and income of British non-residents may also be 
required from other persons. 


War Damage Amendment 
Compensation is now to be provided for war 
damage to land and buildings over a risk period of 
indefinite length extending from the outbreak of war 
until it is terminated by an order made by the 
Treasury and approved by the House of Commons. 
This is the main provision of the War Damage 
(Amendment) Bill, recently introduced by the 
Chancellor of the Exchequer. The Bill makes no 
addition to the amount or the number of the contri- 
butions now being made under the original Act, which 
prescribed five annual payments of 2s. in the £ on 
the Schedule A’ assessment to cover the first risk 
period to August 31, 1941. The War Damage (Ex- 
tension of Risk Period) Act, 1941, which will be 
repealed when the new Bill becomes law, provided 
for a second risk period to August 31, 1942, but left 
the question of contributions to be settled by later 
legislation. The substitution of a single risk period 
means that the present series of contributions are 
related to compensation for war damage to land and 
buildings for the whole period of the war, but they 
may be varied in accordance with Section 22 of the 
War Damage Act, 1941. If the Exchequer receipts 
under Part I of the Act appear likely to fall short of 
half the payments of compensation, the number 
and amount of instalments of contribution may be 
increased. On the other hand, if it appears that the 
receipts will exceed the payments, Parliament may 
reduce the contributions. No estimate can be made 
of the additional charge which may be laid upon the 
Exchequer in respect of the extended risk period. 
The contributions were originally estimated at £200 
million, and, as we stated in a recent issue, an un- 
official estimate of the amount of war damage covered 
by Part I of the Act to the end of last year is £170 
million. Other clauses in the Bill contain miscellaneous 
amendments to both Part I and Part II of the princi- 
pal Act. The scheme to cover the property of public 
utilities has not yet been embodied in a Bill. 


ACCOUNTANCY 127 


Fuel Rationing 

In contrast with the welcome accorded to previous 
“austerity ’’ measures, Parliament was severely 
critical of the proposals to ration fuel announced by 
Mr. Dalton recently. In outline the scheme would 
provide for the rationing of coal, coke, gas, electricity 
and paraffin on a points basis as from June 1. In 
addition to the personal ration each house would have 
a ration calculated on “ present needs” and not by 
reference to previous consumption or accumulated 
stocks. The object would be to reduce domestic 
consumption of coal by about ten million tons a year.. 
There is no doubt the rationing of fuel sents 
greater administrative problems than that of almost 
any other commodity, but these are naturally much 
less under the points system than if it were sought to 
regulate, for example, gas or electricity alone. Since 
most households buy coal or coke, one suggestion is 
that coupons equivalent to previous consumption of 
gas and electricity should be marked off at the 
beginning of each quarter, correspondingly reducing 
the remaining coupons available to buy coal and coke, 
adjustments to be made in the following quarter for 
under- or over-consumption of gas and electricity. 
Naturally, this still leaves some tricky problems, such 
as the all-electric household and the fact that wood is 
more easily obtainable in rural than in urban areas. 
Much of the criticism in Parliament was on the 
ground that the scheme would require a vast staff, 
but it should be remembered that if 10,000 officials 
were employed (one of the figures suggested) the 
would still be saving 1,000 tons of coal per head. 
Another strand of criticism was that the pay to 
ration consumers would not have arisen but for the 
mishandling of the coal situation, and that con- 
siderable economy should be possible in the use of 
coal for government purposes. While all this may be 
true enough, it does not alter the fact that civil 
consumption of fuel is directly competitive with the 
war effort; nor that the coal situation is now so 
serious that civilian sacrifices are required in addition 
to, and not as a substitute for, increased output and 
the utmost economy in consumption by industry and 
the Forces. 


Members and Students Serving with 
H.M. Forces ' 


A considerable number of members and students serving 
with H.M. Forces are probably situated near some of the 
cities and towns in Great Britain and Northern Ireland where 
there is a Branch or District Society of Incorporated Account- 
ants. The Committees of Branches and District Societies will 
be glad if they can be of any service to members and students 
serving with H.M. Forces. 

It may be that those concerned would like to attend any 
meetings which may be organised by a Branch or District 


_ Society for the purpose of discussion on professional subjects. 


It will be appreciated that the number of meetings in present 
circumstances is very limited, but members and students who 
would like to be present will be cordially welcomed. 

The Honorary Secretaries will also be pleased to arrange 
library facilities as no doubt many of those serving will wish 
to keep in touch with their professional studies. 

Where possible it is hoped to offer some personal hospitality. 

It is requested that any members or students now with the 
Forces who would like to be put in touch with the yee | 
Secretary of a Branch or District Society will be good enoug 
to communicate with the Secretary of the Society, at Incor- 
porated Accountants’ Hall, Embankment, London, W.C.2. 
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THE WEAPON OF 
TAXATION 


In announcing his Budget proposals the Chancellor 
of the Exchequer on this occasion found himself 
more in line with Press prognostication than has 
been the fate of Chancellors of the Exchequer on 
similar occasions within human memory. 

- It would be unfair to attribute this unusual measure 
of agreement to any timidity or lack of imagination 
on the part of the Right Honourable Gentleman ; in 
fact, the reverse is probably nearer the truth. No 
one can doubt that the popularity of the Press of 
this country depends largely on the high standard 
of audacious courage and imagination infusing those 
columns which beguile the morning and evening 
leisure of an expectant and deserving public, fre- 
quently to that running accompaniment which the 
British Broadcasting Corporation so painstakingly 
provides. Does it not follow that on this occasion 
the Chancellor of the Exchequer has been equally 
courageous and imaginative and that the unusual 
accord can therefore be ascribed only to the restricted 
scope for the exercise of these two great qualities ? 

To use another simile, when in the days of the 
Holy Inquisition a victim was stretched on the 
rack—in his own best interests—there must always 
have been a point beyond which the tension could 
not be increased for fear that the beneficiary of so 
much thoughtful attention should cease to be con- 
scious of all that was being done for his good. When 
this critical stage was reached it was probably clear, 
both to the expert operator and the mere onlooker, 
that only slight adjustments and modifications, were 
either practicable or desirable, and possibly the 
victim may have indicated his concurrence by a 
slight fluttering of the eyelids. 

That the standard rate of income tax should remain 
unchanged will have won the approval of practising 
accountants, since, as a reduction was unthinkable, 
the present rate has, at least, the merit of arithmetical 
simplicity. It was a pleasant surprise that the rates 
of additional income tax, known’as sur-tax, should 
not have been modified so as to make operative the 
reduced limit of £1,500 embodied in Section 4 of the 
Finance Act of last year. With a maximum com- 
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bined rate already attaining 19s. 6d. no one would 
have expected more than slight adjustments in the 
lower ranges of the scale, with but a trifling increase 
of yield that was probably deemed unworthy. 

In some quarters there was some rather wishful 
expectation of modification of the other great instru- 
ment of direct taxation—the excess profits tax; 
but those who indulged in these hopes must have 
forgotten the origins of the impost, and the Chancellor 
gave a timely reminder when he said :-— 


“ As we know, the 100 per cent. rate was dictated 
not solely by fiscal considerations. It was con- 
cerned also with the aim of taking profit out of 
war. But the existence of the 100 per cent. rate 
certainly makes it all the more important to avoid 
hardship as far as possible. Very considerable 
changes have, in fact, been made in that direction 
since the tax was introduced. The provisions for 
concerns with low profits standards have been 
modified, and now, in the great majority of cases, 
allow an alternative standard of 6 per cent. on the 
capital employed. The provisions for personal 
standards have been made more generous—far 
more generous than in the last war.” 


The promised modification of Section 28 of the 
Finance Act, 1941 (which provides for the post-war 
credit of 20 per cent., subject to conditions to be 
determined by Parliament), is a great advance, since 
a vague and contingent undertaking is being trans- 
formed into a statutory right to the taxpayer, as an 
obligation of the State, no less direct and enforceable 
than Government loans in general. The duties of 
auditors will be correspondingly simplified. . 

The merits of the proposals to ameliorate the 
collection of income tax on wages will only be 
discernible in the light of experience. Smoother 
working was to be anticipated when the wage-earner 
had been educated in the scope and incidence of the 
tax and the Revenue machine had been expanded 
and become fully equal to its greater task. The 
present suggestions should assist, and in particular 
the increased allowances accorded to wives should 
encourage the flow of married women into industry. 

In view of the recent adoption by the official 
opposition of the principle of family allowances, an 
opportunity was missed in the White Paper on “ The 
Taxation of Weekly Wage-Earners’’ (Command 
6348) of demonstrating by a slight extension of the 
last examples that this principle already operates 
under the existing income tax. Net spendable 
income is progressively increased up to 8s. 8d. per 
week for each child at quite a modest level of com- 
bined parental earnings. It is an issue of high policy 
whether the progression is in the reverse direction of 
that which the purist would desire. 

The Analysis of the Sources of War Finance 
(Command 6347) is an improvement on its pre- 
decessor and justifies the closest study. The maximum 
utility of such a statistical analysis will probably be 
attained after the termination of hostilities, when 
the problems of post-war reconstruction will be 
monopolising attention. 
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The Budget from the Accountant’s Viewpoint 


The salient features of the Budget have received 
their usual, if curtailed, press, laying the customary 
emphasis on the effect on the “little man.””_ In these 
columns we set out a description as it strikes the 
accountant. 

It was interesting to learn that Lend-Lease aid is 
now running at the rate of about {100,000,000 a 
month, with a probable total aid to the United 
Kingdom up to March 31 last of £600,000,000. The 
valuable assistance to the Budget needs no emphasis. 

On the domestic front, the curtailment of goods 
and the necessity to conserve shipping space, at a 
time when money incomes have much increased, 
have made it necessary to attack luxuries, with the 
result that somewhat spectacular increases in duties 
are proposed which will affect the whole community. 


Tobacco 
An increase of 10s. per Ib. in the duty on tobacco 
has raised tobacco by 64d. to 74d. per ounce and 
cigarettes by 3d. on the ordinary packet of 10 
cigarettes hitherto sold at 9d. and 24d. on the packet 
formerly sold at 64d., with a corresponding increase 
in cigar prices. Members of the Services will still be 
able to buy at old prices through their canteens, but 
the supplies are to be limited to prevent abuses of 
this privilege. No less than £90,000,000 increased 

revenue is expected as a result. 


Entertainments 

The duty on entertainments is doubled, with the 
result that the 9d. seat in the cinema will now attract 
24d., while at the other end of the scale a {2 2s. 
ringside seat at a boxing tournament will pay 
£1 1s. 2d. instead of 10s. 7d. Where the seat 
inclusive of the ‘“‘ old’ duty does not exceed seven- 
pence, there is no increase. 


Beer and Spirits 
Beer, the consumption of which, like tobacco, 
tends to increase, has gone up by 2d. a pint for 
those beers of average gravity, with something more 
on the heavier beers, and whisky by 4s. 8d. a bottle, 
as a result of the increased duty. The duty on wines 
is also increased. These will bring in only £2,000,000. 


Luxuries 

Luxuries, such as silks, fur coats, cut glass, hair- 
waving and drying appliances, hide bags, musical 
instruments, gramophone records (but not wireless 
sets) ; clocks and watches of platinum, gold, silver, 
or gold plate ; jewellery, cosmetics, etc., have had 
the Purchase Tax doubled : this is now 66% per cent. 
of the wholesale value. This is expected to produce 
an increase in Purchase Tax of £10,000,000. 

On the other hand, utility clothing is to be freed 
from Purchase Tax in September, at a loss of 
£10,000,000 (£15,000,000 for a full year). 

Land Tax 

The Land Tax has been stabilised, so that it is 
not to exceed the rate in force in the particular 
parish for 1939-40, and any future redemption is to be 
based on the tax assessed for 1939-40. This change 
was made necessary by the fact that war damage 
would otherwise have thrown an extra burden on 
undamaged properties, while permitting the owners 


of damaged properties to redeem on unreasonably 
favourable terms. 

We can now consider the taxes which are in the 
peculiar province of accountants. 


National Defence Contribution 
As was generally expected, the N.D.C. is to con- 
tinue from year to year until Parliament determines 
otherwise. We are reminded here of the income tax, 
introduced in 1842 for three years, and continued, 
as a yearly tax ever since. 


Income Tax 

Apparently, the limit of income tax is regarded 
for the time being as having been reached. There 
is no change in the rates of the tax, or of surtax, for 
1941-42. Several important changes are proposed, 
however, in other respects. 

Farmers.—The range of Schedule B is to be still 
further diminished. Following last year’s transfer 
of farming profits to Schedule D where the lands 
exceeded {£300 in annual value, it has now been. 
decided to drop this limit to £100. Moreover, the 
assessments on lands left in the area of Schedule B 
are to be based on three times the annual value, with 
the right to be assessed on actual profits where these 
are less. Rule 5, giving farmers the right to be 
assessed under Schedule D, is to be repealed. It 
is a wise move to avoid the congestion of tax 
offices which would have followed had accounts 
been required from smallholders who in the main 
would be exempt from tax or assessable on 
not more than the statutory figure, even if a very 
few gain. A longstanding grievance of traders is 
now removed and those farmers who have hitherto 
escaped the mesh of taxation, though they may find 
the change rather drastic, must admit that it is 
equitable. No doubt there will be a transitional 
relief as was the case last year. 

Discount on Income Tax Paid in Advance.—The 
discount is to be abolished for 1942-43 onwards, 
presumably in view of the facility now given for 
purchasing Tax Certificates. 

Wage-earners’ Income Tax.—The discussions which 
have taken place on the question of wage-earners’ 
income tax will be well known to oyr readers. 
Whereas befote the war less than a million wage 
earners were involved, the figure is now 5,500,000, 
and the machinery has become congested. Not the 
least feature, however, is the difficulty in seasonal 
employments, in that the workman finds himself 
faced with the deduction of tax on high wages at a 
time when his wages are lower. The burden on 
employers is great, and cannot, it seems, be lessened, 
but steps are being taken toralleviate the position of 
employees. 

No really satisfactory remedy has yet been found. 
The expedient now proposed is to assess weekly 
wage earners by reference to such periods as the 
Commissioners may prescribe by regulations, and that 
the limits below which the weekly wage must not be 
reduced by deduction of tax shall be £2 for a single 
taxpayer, {3 for the married taxpayer without 
children, £4 for the married taxpayer with one child, 
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over, where the income is seasonal, so that high 
earnings arise in one season only, the income is to be 
assessed in two periods, one of five months and one 
of seven. Against each a full half-year’s allowances 
will be deducted. In this way, if the high earnings 
arise in the summer, the first “‘ half’’ will be from 
April 6 to September 5, the second from September 6 
to April 5, thus evening out the charge. 


Illustration : Married man, no children :— 


Apl.-Sept. Sept.-Apl. 
(5 months) (7 months) 
ings : oy Se ee Se oe & | 
£8 per week 176 0 0 
” ” 180 0 0 
Allowances : 
Earned, ;4 17 12 0 18 0 0 
Personal 70 0 0 70 0 0 
————- 87 12 0 88 0 0 
{88 8 0 £92 0 0 
At 6/6 (82 10 0) 2616 3 (82 100) 2616 3 
At 10/7 518 0 219 0 9100 415 0 
| {29.15 3 {31 11 3 


Delays in fixing liability and notifying employers of 
the amount deductible have been unavoidable ; the 
time allowed for the routine work in Revenue offices 
was too short. As from the end of June, therefore, 
the deduction periods are to be put back a month. 
This will give the wage-earner a “ holiday”’ from 
deduction in July, according to the Chancellor, 
though we should have expected it to be used to 
pick up arrears. The aim is to adjust the deductions 
before the next winter period, when the greatest 
difficulties arise. The: result will be that the tax 
based on the earnings of the five months April 6 to 
September 5, 1942, will be deducted over the six 
months beginning February 1, 1943, and the tax 
based on the earnings of the seven months September 
6, 1942, to April 5, 1943, will be deducted during the 
six months beginning August 1, 1943. 

No corresponding holiday appears to be in mind 
for others assessed under Schedule E. The term 
“holiday ” is misleading—all that is happening is a 
deferment of the collection dates, which will aggravate 
the position on cessation, but appears to be un- 
avoidable with the present congestion of the 
machinery. ~ 

Married Women’s Earnings.—To alleviate the 
burden in these cases, it is proposed to increase the 
limit of the additional personal allowance in respect 
of a wife’s earned income from the former £45 to £80, 
at a cost of {25,000,000 in a full year (£5,000,000 
this year). 

Travelling Expenses of Employees.—It is proposed 
to extend to employees assessed yearly the allowance 
in respect of additional travelling expenses incurred 
through change of place of work or residence due 
to the war granted by Section 23, Finance Act, 1941, 
to manual wage-earners assessed half-yearly. The 
limited conditions imposed by that section should be 
noted. Readers wil] have seen that forms for claim- 


and {5 where there are two or more children. More-. 
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ing this relief are enclosed with the current Schedule 
E Return Forms. 

Returns.—Wage-earners’ return forms are to be 
simplified. Until we see the simplified form, we 
refrain from comment. 

Post-war Credits —It has now been decided to issue 
certificates of the amounts of post-war credits. 
These will not be negotiable or a security, but will 
give some more tangible proof of the “ savings ’’ 
than a mere notification of the amount. 

Finally, we have a small though important point 


on E.P.T. 
Excess Profits Tax 
We shall soon learn the conditions of the post-war 
refund of 20 per cent. of the E.P.T. paid at the 100 
per cent. rate, as the post-war credit is to be made 
statutory. 


The Budget has received practically nothing but 
praise. As accountants, however, we see one feature 
which may not be good, namely, that the heavy 
increase in beer and tobacco prices, in these days of 
high income, is likely to create in the minds of those 
earning more than they have ever done before the 
idea that they might as well spend their money, as 
it will eventually be taken in taxation anyway. The 
effect on savings needs no emphasis. We respectfully 
suggest that an educational campaign be started to 
combat this idea before it gains prevalence, and not 
let things slide as was done last year in connection 
with educating the workers on the incidence of 
taxation. 

. SOURCES OF GOVERNMENT FINANCE 


1938 1940 1941 
£m. £m. £m. 


Expenditure ... se hee 1,015 3,333 4,663 
Revenue ons ies ioe 885 1,253 =—-:1,875 
Deficit re Ste ont 130 2,080 2,788 
Personal savings .. one 143 555 815 
Undistributed profits we 313 268 213 

Surplus on stgantaoneamatil 
funds , es 21 140 166 
Local authority surplus 4 36 54 
— 36 249 


War damage compensation 
Investment (+) or disinvest- 


ment ( -): 
At home ua . — 406 286 493 
Abroad ... ins os 55 759 798 
Deficit hae _ _ 130 2,080 2,788 
Finance through Government 
agencies... - 253 543 247 
P.O. and Trustee ‘Savings 
Banks valk 1 119 214 
National Savings Certificates 3 168 213 
Defence Bonds a . — 180 174 
Other public issues (net) ‘ss 62 552 1,021 
Increase in fiduciary issue . 10 50 150 
Treasury bills, etc. . —199 130 279 
Bankers’ deposit receipts ... _— 338 473 
Tax reserve certificates... _— —_ 17 
Deficit ae oi _ 130 2,080 2,788 
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Budget Estimates, 1942-43 


A.—ORDINARY REVENUE AND EXPENDITURE 


ESTIMATED REVENUE EsTIMATED EXPENDITURE 
Inland Revenue— £ £ 
Income Tax ... Interest and Management of National Debt .» $25,000,000 
Sur-tax : Payments to Northern Ireland Exchequer (including net 
Estate Duties share of reserved taxes) ‘ ; ae 9,500,000 
Stamps tea Miscellaneous Consolidated Fund Services ; 
National Defence Con- 
tribution... ; Total 
Excess Profits Tax ... Supply Services— 
Other Inland Revenue Defence— £ 
Duties ys Token Votes vad 
Civil— 
I. Central Government and 
Finance eee 
Foreign and Imperial .. 
Home Department, Law 
and Justice 
IV. Education 
Total Customs and Ex- . Health, Labour, Insurance 
cise ... Ong ae (including Old Age and 
Motor Vehicle Duties . ii Widows Pensions) . 182,639,000 
Trade, Industry and 
Transport -- 18,956,000 
Works, Stationery, etc .... 14,242,000 
War Pensions, 1914- 18, 
and Civil Pensions ... 40,117,000 
Exchequer Contributions 
52,773,000 
2,000* 


$,000° 


Total Inland Revenue 
2,780,000 
13,883,000 


20,781,000 
79,483,000 


Customs and Excise— II. 
Customs ves a III. 
Excise a 


TOTAL RECEIPTS FROM 
TAXES Aae 


Canadian Government Contribution.. 
Post Office net receipt bra o 
Wireless Licences 

Crown Lands ... : 
Receipts from Sundry Loans 
Miscellaneous , 


to Local Revenues ... 
Unclassified Services 


(Token Votes) 


Votes of Credit ... 
Tax Collection— 
Customs and Excise and Inland Revenue 
Votes (including Pensions, £1,392,000) 


425,656,000 

.. 4,500,000,000+ 
TOTAL REVENUE ... ‘ 

EXCESS OF EXPENDITURE OVER 
REVENUE . < on W 18,519,000 

————— 4,944,179,000 


TotaL ExpENDITURE : 5,286,479,000 


* Substantive cost in 1942 to be met from Votes of Credit. 
+ Excluding value of supplies from the United States of America under the Lend-Lease Act. 
B.—SELF-BALANCING REVENUE AND EXPENDITURE £ 


Revenue required to meet Post Office expenditure* (including Pensions £5,581,000) _... 102,523,000 
* Excluding £6,683,000 estimated to be required from Votes of Credit. | 


which fall on other incomes, e.g., National Defence Con- 


The following tables, showing the effect of taxes levied in 
the last two years with the comparative figures for 1938-39, 
are extracted from the white paper Cmd. 6347, ‘‘ An Analysis 
of the Sources of War Finance and an Estimate of the National 
Income and Expenditure in 1938, 1940 and 1941.” 

PROPORTION OF THE NATIONAL INCOME 
DEVOTED TO TAXATION 
1938 1940 1941 
(g million) 
(1) Estimated national income... 4,595 5,585 6,338 


(2) Direct taxes, War Damage Act 
contributions and premiums, 
aa aoe we an 534 768 ~=11,215 
(3) Indirect taxes, rates, war risks 
insurance premiums, etc., less 
subsidies 630 850 
(4) Excess of tax liabilities over 
yments we 30 239 
(5) Total tax liabilities, i ‘25 sum 
of (2)+(3)+(4) $e ~ 1,194 1,831 2,557 


nS ae (Percentages) 

(6) Total tax liabilities as a 
centage of national income . 26 33 40 
This table shows the gegen of the national income 
devoted to direct and indirect taxation, rates, compulsory 
contributions to social insurance and war risks insurance 
schemes, and contributions and premiums (almost the whole 
of which are compulsory) under the War D. e Act, abated 
by the amount of subsidies. The figures in line (4) relate 
not only to taxes falling on personal incomes, but also to those 


tribution and Excess Profits Tax. 


DISTRIBUTION OF PERSONAL INCOMES IN THE 
FINANCIAL YEAR 1940-41 BY RANGES OF GROSS 
INCOME SHOWING THE EFFECTS OF CHANGES 
IN INCOME TAX AND SURTAX, 1938-41 
Proportion of Gross 
te Income retained with 
Income Tax and 
Surtax at— 

1940-41 1941-42 
rates 


A 
Range of Gross TOSS 


Income 
1940-41 


Income 
1938-39 


& 
Pre 


Under 450 aac. 
250-500 ... 1,038 
500-1,000 ... 477 

1,000-2,000 ... 320 
2,000—10,000 367 
10,000 and over 176 


Total of above 5,722* 


tel speeene 
@| SaeUwAes 
Se~ SX 
am COM 


This table gives an estimate of the amount of 
income in different ranges of gross income. As in 
of income-tax assessment, the incomes of a husband and 
wife are reckoned as one income. Transfer payments, other 
than National Debt interest and interest accrued on National 
Savings Certificates, have been included in the incomes 
below £250. 

* Excluding investment income of non-profit- 
bodies estimated at 64,000,000, making a total 
£5,786,000,000. 
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Government Contracts 
II 


Cost Investigations for 
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[CONTRIBUTED] 


This is the second of two articles setting out the 
results of an extensive experience of Government 
cost investigations over a period, though, as men- 
tioned in the first article, it should be emphasised 
that departmental practice is constantly changing 
as new problems arise. The article published in last 
month’s issue dealt with the costings clause and its 
application both to direct and to overhead charges. 
It was pointed out that different costing systems are 
adopted by different Departments. While the greater 
proportion of Ministry of Supply contracts are now 
placed on a fixed price basis, those placed at a maxi- 
mum price are dealt with by the system of “ post- 
costing,’ under which actual costs are agreed at the 
end of the contract from an investigation of the con- 
tractors’ records. The Admiralty and M.A.P., how- 
ever, when agreeing prices, base costs of materials 
and labour on estimates agreed by technical cost 
officers, overheads and profits being allowed at rates 
agreed after investigation of the contractors’ ac- 
counts. In the present article, it remains to discuss 
the methods of determining rates of profit, with 
special reference to the calculation of capital em- 
ployed in the business. 


The Rate of Profit 


When the actual or estimated costs of a Govern- 
ment contract have been agreed, the question of the 
rate of profit allowable to the contractor has to be 
considered. As in the case of overhead charges, 
dealt with in the previous article, this gives rise to 
many difficulties in practice, and the accountant will 
frequently find himself involved in lengthy negotia- 
tions on the matter with the Ministries concerned. 
Detailed knowledge of Departmental principles and 
methods is thus essential to ensure that a satisfactory 
settlement is obtained for the client. 

The standard costings clauses refer to ‘“ fair and 
reasonable” profit margins or prices, but in the 
majority of cases give no indication as to the method 
by which these are to be ascertained. Many inter- 
esypromg- can obviously be placed on the terms used, 

ut the Departments have, in the past, adopted a 
standard method of determining a “ fair and reason- 
able ’’ rate of profit by the use of a formula based on 
the relationship of the contractors’ employed capital 
to the volume of his production in terms of cost. 
Since the latter part of 1941, however, some consider- 
ation is also being given to other factors in fixing 
prices and profit rates, such as efficiency of production 
and regularity of deliveries. 

In practice the position shown by the last available 
accounts is usually adopted. In other cases, it is 
attempted, as in the case of overheads, to relate cost 
of production to capital employed for the period of 
production under the contract. From the ratio thus 
obtained, a rate of profit on cost is calculated, de- 
signed to yield a certain basic rate per annum on 
employed capital. This was formerly 10 per cent., 
but in the latter part of 1941, when the Departments 


became prepared to take into account the other 
factors mentioned above, it was reduced to 7} per 
cent. Thus if the employed capital is turned over 
twice per annum in terms of cost, a rate of 3? per cent. 
on cost is now allowed, if the ratio is 1 to 3 the profit 
allowed would be 24 per cent. on cost, and so on. As 
in the case of overhead charges, the rate of profit thus 
agreed by the Ministry of Supply normally operates 
for all contracts carried out in the year following the 
accounts on which it is based, while the other Supply 
Departments tend to deal with each contract 
separately as it arises. 

Where the employed capital is turned over less than 
once per annum in terms of cost, as is often the case 
in the heavy engineering and similar trades, no 
increase over 7} per cent. on cost is normally allowed, 
though it is now understood that the Ministry of 
Supply will consider each case on its merits. Thus 
in these instances the effective rate per annum on 
employed capital may be less than 7} per cent. The 
Departments also insist on treating each contract 
separately for costing purposes, and allow no amal- 
gamation for the purpose of profit calculations should 
a fixed or maximum price contract show either a rate 
of profit lower than the maximum allowable or an 
actual loss. Thus, here again, the total profit received 
over a period may .be reduced by unremunerative 
contracts to a figure well below that nominally 
allowed under the employed capital basis. 

Employed Capital 

The most recent practice is to compute the capital 
employed by averaging the figures based on the 
balance sheets at the end of that year and of the 
previous year. The usual method is to arrive at the 
total values of the assets employed in the business 
from the balance sheet figures, adjusted as mentioned 
below, and to deduct therefrom the liabilities to 
creditors, treating loans, bank overdrafts, deben- 
tures, etc., as capital for this purpose. No detailed 
calculation of average employed capital is made as 
for E.P.T. purposes, but where there are considerable 
fluctuations in investments or borrowed money, some 
further adjustments would be made. Where avail- 
able, the Ministry of Supply are willing to utilise the 
capital employed as computed for E.P.T. purposes, 
with suitable adjustments. Except in cases where 
Government contracts are carried out in self-con- 
tained departments, making it possible to com- 
pute the capital employed therein separately, 
the business is treated as a whole. In some cases 
this method may tend to show results unfair to 
the contractor, as, for instance, where Government 
work forms only a small proportion of the turnover, 
but involves the use of a disproportionate part 
of the total employed capital, and in these cir- 
cumstances a claim for special treatment should 
be advanced on the contractors’ behalf. The profit 
allowable must always be considered in the light 
of what is “ fair and reasonable,’’ and it has been 
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found in practice that the Contracts Sections of the 
various Ministries will usually give sympathetic con- 
sideration to any cases where a strict application of 
the normal basis of profit calculation would obviously 
be unjust. 

The treatment of the items most consdnonly met 
with in the balance sheet can now be considered. 

(1) Fixed Assets.—Since depreciation in overheads 
is restricted to Inland Revenue wear and tear rates, 
the written down values for taxation purposes at the 
apgrereate dates should be substituted for the book 
values of the fixed assets. In the case of buildings 
the accumulated special allowance for depreciation 
given in overheads is deducted from the item, while 
any capital expenditure charged to revenue and not 
allowed in overheads should be added where appro- 
priate. Where the whole or any part of the cost 
of any assets has been provided by the Government, 
such amounts must be excluded from the value of the 
assets concerned in the computation of employed 
capital, though in considering the profit rate allow- 
able, the Ministry of Supply is willing to take account 
of Government plant being worked by the con- 
tractor, é¢.g., where the plant has been provided by 
the Department under a rental arrangement whereby 
interest and depreciation are charged to the con- 
tractor, and a deduction will also be necessary for 
the amortisation or obsolescence of any assets of a 
wasting nature. 

(2) Current Assets——Any reserves or other pro- 
visions deducted in the balance sheet but not allowed 
in overheads, such as bad and doubtful debt or 
stock reserves, should be added back, so far as they 
are in the nature of free general reserves. Any profit 
included in work in progress is usually deducted by 
the investigators in their calculations. 

(3) Development Expenditure.—It is considered that 
any such expenditure not allowed in overheads should 
be treated as employed capital whether it has been 
capitalised or written off to revenue in the accounts. 
Here again, however, a deduction must be made for 
any sums recovered from the Government either by 
direct contributions or through costs. Each case must 
be decided on its merits, but in general the Ministry 
of Supply is only interested in development expendi- 
ture relating to the actual stores purchased. 

(4) Goodwill and other Intangible Assets.—Con- 
siderable differences of opinion seem to exist as to the 
inclusion or otherwise of these items, and though 
space forbids a detailed discussion, many arguments 
can undoubtedly be advanced for both points of 
view. The Ministry of Supply investigators, at least, 
appear recently to have received instructions to 
exclude such assets, presumably on the same grounds 
that it is sought to exclude advertising from over- 
heads. A clear ruling would seem to be called for in 
the interests of all concerned. Apart from this, the 
question would seem to be one to be considered in 
the light of the particular circumstances involved, as 
cases will undoubtedly arise where the facts seem to 
justify a claim for some allowance for such assets 
in the capital computation. 

(5) Investments, Loans and Advances.—These are 
normally excluded, as representing capital employed 
outside the business. Instances arise, however, where 
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this is clearly unjust, as in the case of subsidiary or 
associated companies which are purely departments 
of the contractor’s business being run by him as 
separate entities. Where the subsidiary is normally 
part and parcel of the parent company, the Ministry 
of Supply is prepared to consider working out the 
calculations of capital employed, etc., for the group 
as a whole. Each case, however, must be considered 
on its merits. 

(6) Liabilities—Amounts due to creditors are 
deducted in arriving at the net employed capital, 
but as previously mentioned, all loans, advances, 
bank overdrafts, debentures, etc., are treated as 
capital. Some difference of opinion exists as to the 
deduction or otherwise of taxation liabilities, but 
quoting Ministry of Supply methods again, a com- 
promise appears to have been reached by deducting 
the liabilities at the beginning of a period but ignori 
those at the end in computing the average capleyel 
capital from these two figures. 

(7) Idle Capital.—This is always excluded, whether 
represented by excessive cash balances, redundant 
or unused plant or buildings, or existing in any oth 
forms. 

Cost of Production 

The calculation of the cost of production, or of 
turnover, is made from the total of direct costs and 
overheads, and normally causes little difficulty. As 
in the case of employed capital, it is generally com- 
puted for the whole business, unless circumstances 
render this inequitable, when a claim for special 
treatment should be made. It is considered, however, 
that any costs on which some special rate of profit is 
allowed, as mentioned later, should be excluded in 
calculating the general profit rate, an adjustment 
being made in employed capital for the estimated 
capital employed in such work. 

To conclude this consideration of profit rates, 
reference may be made to various special cases. These 
include tool and equipment contracts, in which 5 
per cent. on the cost of manufactured items has been 
usually allowed, nothing being given on bought-out 
items. Contracts for erection or installation of plant 
or buildings are also similarly restricted in many 
cases. A lower rate is permitted on the cost of sub- 
contract work, and if this is carried out by a sub- 
sidiary company, only the actual cost to the main 
contractor may be allowed. The Admiralty and 
M.A.P. often apply. differential rates of profit to 
materials (excluding bought-out items) and labour 
plus overheads. Where contracts involve “ free issue ’’ 
material, and in other special cases, the Ministry of 
Supply will give special consideration. 

her contracts provide for a fixed profit per unit 
or a fixed fee, while the “target price” contract, 
apparently not now greatly used, provides for a fixed 
profit plus a bonus of a proportion (usually 334 
per cent.) of the amount by which the actual cost of 
production falls below a given target price,, within 
the limits of an over-riding maximum figure. 
Some General Points on Cost Investigations 

Sub-Contracts.—Power is usually taken in the 
Costing Clauses to examine the costs of any sub- 
contract which exceeds £1,000 in value. In practice, 
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however, such examinations only appear to be under- 
taken in a relatively small number of cases. Much 
uncertainty is thus caused amongst sub-contractors, 
particularly when accounts are being prepared or 
taxation matters dealt with, and it is considered that 
in all cases a definite and early indication should be 
given as to whether or not it is proposed to investigate 
the costs, in order that the position may be clearly 
known. 

Collective Costing Schemes.—Some approach to this 
question has been made in certain trades, under 
which agreements have been reached between the 
Trade Associations and the Government Depart- 
ments on the basis of costs and the information to be 
rendered in support thereof by the individual firms 
concerned. A good example was afforded in the 
engineering trade by the Internal Combustion Engine 
Manufacturers’ Association, details of which appeared 
in ACCOUNTANCY in January, 1941. Though this 
particular scheme has not actually been brought into 
operation, the principle certainly appears to be one 
worthy of extension when opportunity arises. 

The Departmental ‘‘ Co-ordination Scheme.’’—About 
a year ago, following complaints by contractors as to 
the inconvenience and confusion caused by the 
multiplicity of visits by representatives of the various 
Ministries, a scheme to meet these objections was put 
into force by the Costing Branches. Under this each 
contractor was allocated for costing purposes to one 
or the other of the Ministries concerned (normally the 
one by whom the majority of his contracts were 
placed), and that Ministry became responsible for all 
costing matters. The internal organisations were 
also revised to ensure that, as far as possible, one 
investigator should deal with all investigations on 
behalf of his own and other Departments. 

The scheme appears to have brought about an 
improvement, though complaints as to overlapping 
visits are still heard. Such cases seem to arise 
through lack of internal co-operation, and reference 


TAXATION 


May, 1942 


to the higher officials will usually remove the source 
of complaint. The benefits of the scheme are so 
obvious that its efficient operation is of the greatest 
importance to all concerned. 


“Local Audtt’’ Arrangements.—Most accountants 
will have read from time to time of the arrange- 
ments under which costs certified by the contractors’ 
auditors are accepted by the Ministries, subject to 
their right to make further investigations should it 
appear necessary. 

So far this ‘‘ Local Audit ”’ scheme, as it was called, 
does not seem to have been developed to any con- 
siderable extent, and from the professional point of 
view, it must be admitted that the fees suggested are, 
in many instances, not commensurate with the work 
involved. In principle, however, the scheme appears 
to have considerable advantages, and its use on a 
much wider scale could not fail to yield beneficial 
results from every point of view. 


In conclusion, in view of the present high pressure 
under which all parties concerned are working, with 
all deference to Departmental views, the writer’s 
considered opinion is that some reduction in the 
number of investigations carried out could be effected 
without any great danger to national interests. 
Detailed examination of progress claims and plant 
bills, for instance, often appear to be unnecessary, 
particularly in the case of well-established firms with a 
large volume of Government work on hand. Similarly, 
investigation of the costs of contracts involving the 
supply of standard products for which prices are 
known from past experience seems superfluous. A 
rate of E.P.T. of 100 per cent. must, in the last resort, 
operate to prevent any excessive profits being 
retained by a contractor, and the elimination of 
unessential work would serve to release a considerable 
amount of technical skill for use on duties of greater 
importance in the total war effort. 


(Concluded) 


E.P.T. and the Time Factor in Accounts 


By JAMES S. HEATON, Incorporated Accountant 


In his book Taxation During the War, the late Sir 
Josiah Stamp (as he then was) drew attention to the 
importance of the time factor in accountancy for the 
purpose of the excess profits duty, whose seven years’ 
existence was punctuated by annual accounting periods 
which suffered duty at different rates. As this question 
is of equal importance in relation to the E.P.T., it may 
be useful to consider some of the principles to be 
observed in arriving at profits to be brought to account, 
and the deductions therefrom which are admissible. 


Income Tax Principles 

The basis of the profit computations is the amount of 
profits actually arising in the accounting period (para. 1, 
Part I, 7th Sch.), and those profits are to be separately 
computed (Section 14 (1), No. 2 Act, 1939). The 
framework, within which the “ separate ’’ computation 
of “actual profits arising’’ is to operate, comprises 
“income tax principles,’’ as adapted specifically by 
Part I of the 7th Schedule, or later Acts. The latter 
expression is defined in Section 14 (1), 1939, and 


elaborated in Section 39, 1941. It follows, therefore, 
that departures from income tax computations are 
admissible in computing profits for excess profits tax 
purposes, but only to the following extent :— 


(a) where the income tax computation has not been 
made up strictly on the appropriate principles, and 
(6) where there is a specific provision in any of the 
Acts which relate to E.P.T., directing special 
treatment for the latter. 
As regards (a), the words of the Lord President in the 
case of Edward Collins & Sons, Lid. v. C.I.R. (12 T.C. 
773), at page 780, illustrate the strict principles which 
are relevant to income tax and the time element. It 
was said that “it is a general principle, in the com- 
putation of the annual profits of a trade or business 
under the Income Tax Acts, that those elements of 
profit or gain, and those only, enter into the com- 
putation which are earned or ascertained in the year to 
which the enquiry refers; and in like manner, only 
those elements of loss or expense enter into the com- 


in’ 
3 ee | May 
: put 
Acc 
prir 
tax 
writ 
tha 
inde 
: crec 
: pro 
earl 
not, 
inc¢ 
int 
of I 
: the 
: in | 
prir 
T 
; and 
: it 
7 7th 
are 
: is i 
of t 
: bas 
yea 
suf 
be 
oy furt 
acc 
the 
in © 
pe and 
a pag 
: the 
bee 
the 
a ¢ 
: ince 
if t 
: 192 
a pos 
me! 
Fe rec 
—_— ; i 4 
. tha 
| ee ~ 
: alle 
ee loss 
defi 
Or | 
tax 
pro 
whi 
inte 
I 
: sho 
. ; are 
hea 
of | 
spe 
The 
ma 
( 
rea 
Art 
. pro 
ear 


May, 1942 


putation which are suffered or incurred in that year.” 
Accountants ware well aware, however, that these 
principles are not invariably obeyed implicitly in income 
tax computations. For instance, a book debt may be 
written off in accounts at a somewhat later date than 
that on which the loss actually arose, or income, such as 
indemnities from the cancellation of contracts, may be 
credited only as and when received, although the 
proceedings may have brought into existence, at an 
earlier date, a perfectly good asset. These matters do 
not, in general, prove detrimental to either side when 
income tax is considered, as, until recently, variations 
in the standard rate have been slight. When questions 
of E.P.T. arise, however, it is necessary to review closely 
the accounts of both standard and chargeable periods, 
in order to be satisfied that those strict income-tax 
principles have been applied. . 


Reopening Accounts 

The provisions which cover the allocation of income 
and expenditure to specific periods are clearly mandatory. 
It has been seen above that paragraph 1 of Part I, 
7th Schedule, states that the “ actual profits arising ’, 
are to be computed, but the purpose of this paragraph 
is interpreted merely as an indication that the profits 
of the accounting period are to be taken on an “ actual ”’ 
basis, as opposed to the normal income tax “ preceding 
year”’ basis. Strict income tax principles are, alone, 
sufficient to indicate that the words above quoted must 
be followed for excess profits tax purposes. There is, 
further, no doubt about the right to reopen, for E.P.T., 
accounts already closed and agreed for income tax, on 
the ground that those income tax principles were not, 
in fact, actually applied. In the case of Isaac Holden 
and Sons, Ltd. v. C.I.R. (12 T.C. 768), Rowlatt, J., at 
page 773, stated “. . . as the fact which shows that 
the books were wrong has occurred after they have 
been closed, I do not see any difficulty in reopening 
them and putting them right.’”” In such circumstances, 
a consequential Revenue claim to reopen previous 
income tax assessments could hardly be resisted, e.g. 
if the availability of income tax losses under Section 33, 
1926, was affected. The natural corollary to this 
position is that reopening of accounts is not permissible 
merely because, for example, an exceptional or non- 
recurring loss or expense arose in the standard period. 
If the item in question were properly attributable to 
that period, on income tax principles, reopening is 
barred unless specific E.P.T. provisions (discussed below) 
allow such a course. It may be, for example, that a 
loss arose in the standard period by an employee’s 
defalcations, which properly constituted a loss “‘ suffered 
or incurred " in that period, and allowable for income 
tax. Reopening would not be allowed. It is the net 
profit arising from the trade or business in the period 
which is relevant, and it is not possible to analyse this 
into its constituent causations. 


Allocation of Income 

In considering the accounting period to which income 
should be allocated, several precedents from the E.P.D. 
are available. These fall, in the main, under two 
headings, viz. (1) questioris arising from the cancellation 
of contracts and consequent damages, and (2) retro- 
spective increases in revenue from work already done. 
The principles which emerge are perfectly logical, and 
may be summarised thus :— 

(1) Profits from contracts for the supply of goods are 
realised or ascertained as and when deliveries are made. 
Arrangements of contracts for purchase and re-sale, at a 
profit, do not give rise to income until that income is 
earned by deliveries. (J. P. Hall & Co., 12 T.C. 382.) 
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(2) Income arises when it is earned, and the fact that 
part of that income is actually received at a date much 
later than the performance of the contract does not 
prevent that income from being properly attachable to 
the earlier period. (Isaac Holden, supra; Newcastle 
Breweries, 12 T.C. 927 ; Ensign Shipping, 12 T.C. 1169.) 
In view of the rise in the rate of E.P.T., it is advised 
that all questions of retrospective price settlements 
should be carefully examined, as delay in these matters 
=. often meant closing accounts on a provisional price 

is. 

(3) Sums payable following the cancellation of con- 
tracts are income as soon as they are receivable, the 
date of any judicial decision, or mutual agreement on 
terms, being material. If amounts receivable are out- 
standing at the end of an accounting period, the debt 
will fall to be valued in the usual manner, and a deduc- 
tion would be allowed if the debt were shown to be 
worth less than face value at that date. Otherwise, 
mere deferment of payment does not make the income 
relate forward to the time of receipt. As the income 
arises because the contract is rendered void, the period 
over which it was originally to run is irrelevant. (Short 
Bros., 12 T.C. 955; Jesse Robinson, 12 T.C. 1241; 
Northfield Coal, 12 T.C. 1102.) 

The specific E.P.T. provisions of paragraph 11, 
Part I, 7th Schedule, should also be considered. This’ 
provides that where: a contract covers more than one 
accounting period the profit allocated to each period is 
to be the amount “ properly attributable” thereto, 
having regard to the extent of the work done in the 
period. It appears, therefore, that apportionment may 
best be made pro rata to direct labour expended in each 
period over the contract. Commitments for raw 
materials would not seem to be relevant for this purpose, 
even though it may be possible to show that advan- 
tageous purchasing has given rise to a market, as 
distinct from a manufacturing, profit. E.P.T. capital 
computations will require to take into account any such 
spreading, and the apportioned profit appears to be 
admissible as an addition to capital in the periods 
concerned, although, on a strict interpretation of 
Part II, 7th Schedule, this is difficult to justify. 


Allocation of Deductions from Income 


In general, the E.P.D. cases emphasise the fact that 
it is necessary to establish that the loss or expense was 
“suffered or incurred” in the accounting period. 
Anything in the nature of a future or unrealised loss 
is not allowable, except under the stock valuation 
at “cost or market” values, whilst the dictates of 
commercial prudence implying provision in advance are 
not binding for income tax or excess profits tax. Deduc- 
tions are, consequently, prohibited in respect of liabilities 
which have not actually accrued or been realised, par- 
ticularly when time shows the expectation of loss to 
have been ill-founded. (Ed. Collins, supra ; Whimster, 
12 T.C. 813; Bell, 12 T.C. 1181; Ford, 12 T.C. 997; 
Young, 12 T.C. 827; English Dairies, 11 T.C. 597.) 

It is also necessary to consider the specific E.P.T. 
provisions of Section 33 (2), 1940, whereby deductions 
from profits are restricted to those ‘‘ reasonably and 
properly attributable ’’ to the accounting period in 
question. Power is reserved to the Commissioners 
(subject to right of appeal to the Board of Referees) 
to re-allocate items to other periods, notwithstanding 
that they are ‘‘ suffered or incurred ”’ in the accounting 
period in which the deduction has been charged, where 
they consider it necessary, in order that each period 
should bear its appropriate proportion. There is no 
statutory indication of the meaning of ‘‘ reasonably and 
properly attributable,” and its interpretation gives rise 
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to argument. Practice in the matter seems to vary. 
In some districts the point is very seldom raised, whilst 
in others inspectors make enquiries whenever expenditure 
on such items as property repairs is larger in the charge- 
able period than usual. 

It is known that, on a specific reserve being created 
in the taxpayer’s accounts, an appropriate amount of 
duty may be held over until such time as the work is 
done. The necessity for repairs may, however, be quite 
unnoticeable until some relatively distant date, when 
the prospects of reopening E.P.T. assessments may be 
difficult. The case for spreading is stronger where the 
renewals basis has been selected, as an alternative to 
annual wear and tear allowances, and the expense 
involved in replacing an asset may usually be attributed 
to a series of accounting periods, in order that a result 
may be shown which is equivalent, as near as may be, 


E.P.T.—Treatment of Second Instalments of 
Income Tax 


Where the accounting date of a sole trader or partner- 
ship is between January 1 and June 30, the second 
instalment of tax due under Case I or II of Schedule D 
will usually be unpaid. In computing capital it must 
therefore be deducted as a liability at the beginning 
of the accounting period in which it is due, as it is 
exactly the same as any other tax in arrear. 


Expenses in connection with Patent Royalties 

It may be opportune to remind readers that, despite 
there being no statutory relief, it is the practice to 
allow repayment of tax on necessary expenses in con- 
nection with patent royalties. The allowance covers 
revenue expenditure incurred in the United Kingdom 
in maintaining the patent in being, 7.e. renewal fees and 
agency charges in connection with renewal, also revenue 
expenditure incurred by the owner under the terms of 
the contract for payment of the royalty, e.g. advertising, 
supervision of installation, adaptation to particular 
circumstances, etc. The claim must be made within one 
year after the end of the year of assessment in which 
the royalty is receivable. 


Tax Paid for Employees 


Instances are coming to light of employers paying 
the tax due for their employees on overtime, in order to 
overcome production difficulties. It is doubtful if the 
step is as wise as it might appear, as the effect is to 
increase the remuneration by the tax so paid, thus 
aggravating the position rather than ameliorating it. 
The employer is allowed to charge such tax, of course, 
as being remuneration, but the employee is assessable 
on it. The provisions of section 26, Finance Act, 1941, 
do not apply, as the arrangement arose since the 
beginning of the war. At least one case is known to us 
where the employer wants to pay the tax in question 
out of his own pocket, and regard it as a gift, not 
charging it in his accounts. Legally, however, the 
employee would still be assessable on it. This is not the 
remedy for the difficulty; we hope the Finance Bill 
will reveal a more practical method. 


Stock Valuation 


Many readers have responded to our request for their 
views on the note on stock valuation in our April issue, 
and we thank them. They unanimously agree with our 
contention, and we are fortified in our opinion. Some 
have experienced the Revenue’s contention, and one 
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to the position of the taxpayer who claims annual wear 
and tear. 

Obsolescence is a troublesome problem. The term is 
widely interpreted, and spreading may be justified where 
it can be shown that the residual loss is merely the 
result of insufficient wear and tear rates. Where the 
replacement has not been caused merely by the wearing 
out of the capital asset, or, in other words, where 
obsolescence in its strict meaning has occurred, it seems 
that the loss is an incident of the particular accounting 
period in which it was sustained. In any case in which 
spreading is undertaken, care should be exercised to 
see that the war years are weighted with the full extent 
of that element of the cost which is composed of war- 
time price increases, and account may also require to 
be taken of the possible acceleration of wear and tear 
due to increased activity. 


firm report that they resisted the demand successfully 
without having to appear before the Commissioners. 
This firm brings out the point that opening and closing 
stocks must be valued on the same principles, quoting 
The Commissioners of Income Tax, Bombay Presidency v. 
Ahmedabad New Cotton Mills Co. (1929, 8 A.T.C. 575), a 
Privy Council decision, in support. We have no doubt 
of the commercial practice. Readers generally do not 
appear to realise that we shall always be glad to hear 
of their difficulties so that, where appropriate, they can 
form the subject of notes. Experiences exchanged are 
mutually helpful. We should particularly like to learn 
— concessions for reproduction for the benefit of 
others. . 


New Business—Loss in First Accounting 
Period 


A recent query shows that the provisions of Section 33, 
Finance Act, 1926, are not always clearly understood, 
particularly in connection with the opening years of a 
new business. The relevant wording is as follows :— 
“Where a person has . . . sustained a loss... in 
respect of which relief has not been wholly given under 
Section 34, Income Tax Act, 1918, ... or under 


Rule 13 of the Rules applicable to Cases I and II of | 


Schedule D .. . or under any other provision of the 
Income Tax Acts, he may claim...” The words in 
italics are those not widely known, and their effect can 
best be emphasised by illustration : 

Business commenced June 1, 1939, accounts to 
January 31, 1940, loss £400; January 31, 1941, profit 
£600. 


1939/40 actual : — 4400+ =, 2 9 * £600= nil. 
1940/41 First 12 months : —£400+—5 ‘ 5 < £600= nil. 
1941/42 Preceding year : £600 
Less Loss £400 
Less relieved : 
2 
1939/40 (600 = £108 
: 
1940/41 72 x £600 = £200 £308 £92 = £508 


Had it not been for the loss, there would have been 
assessments of £108 for 1939/40 and £200 for 1940/41, 
therefore relief has already been given for the loss to 
that extent. 
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Recent Tax Cases 


By W. B. COWCHER, 0.B.E., B.Litt., Barrister-at-Law. 


Schedule D—Deductions—Commission for guarantee of 
existing floating debt—Commission for guaranteeing 
debenture to secure future capital facilities—Income Tax 
Act, 1918, Cases I and II of Schedule D, Rule 3. 


In Ascot Gas Water Heaters, Lid. v. Duff (K.B.D., 
January 15, 1942, T.R.1) there were two issues. The 
appellant company obtained most of its raw material 
from a German company, and in 1937 the German 
company became anxious about the existence and size 
of the large debt due to it. In February, 1938, by 
agreement, this debt was guaranteed by a Dutch 
company for a commission of 3 per cent. per annum 
up to £200,000. But further loan accommodation was 
needed ; and this was agreed to be supplied up to 
£150,000 by the Prudential Assurance Company upon 
the security of a debenture. This loan was guaranteed 
by another Dutch company for a commission of 3 per 
cent. per annum upon the amount of the loan out- 
standing from time to time. Upon appeal, the Special 
Commissioners had held that the first commission was 
admissible, but the second inadmissible in computing 
the company’s profits for purposes of Case I of Schedule 
D. Both sides appealed ; but Lawrence, J., upheld the 
Special Commissioners’ decision. 

He said that the case of European Investment Trust 
Company v. Jackson (1932, 18 T.C.1, 11 A.T.C. 321 and 
425) was the only one of those cited to him which laid 
down any principle with reference to Rule 3 (f) of 
Schedule D, Cases I and II. There, Finlay, J., had laid 
it down that the cost of temporary financial accommoda- 
tion was admissible as an outgoing to earn profits, 
but that if by the payment of interest the trader added 
to his capital and got sums which were used as capital 
and nothing else the deduction could not properly 
be made. 


An argument that had the recipients of the com- 
mission been resident in the U.K. they would have 
been taxable under Ryall v. Hoare (1923, 2 K.B. 447, 
8 T.C. 521), and that the amounts should therefore be 
allowed as deductions to the payors, was rejected as 
having no bearing upon the question; and it is, of 
course, obvious that what may be capital expenditure 
by a payor may be assessable income of a recipient. 
Architects’ fees are a common example. 


The case would seem to be important because it is 
clear that such financing contracts expose the Revenue 
to danger. But the Special Commissioners in allowing 
one of the commissions made it a finding of fact ; and 
this finding was upheld. If the question is regarded as 
one of fact, the danger is minimised. 


Office or employment—Director and manager of company— 
Restrictive covenant operating after termination of employ- 
ment—Payment in consideration therefor—Income Tax 
Act, 1918, Schedule E. 


Beale v. Robson (K.B.D., January 16, 1942, T.R.5) is 
a case which must of necessity cause the Revenue a 
considerable degree of apprehension. Respondent had 
been in a company’s service since 1904 ; and in 1923 he 
became a director remunerated by salary and variable 
bonuses. In 1937, the company and he entered into 
an agreement for five years, terminable by either party 
by six months’ notice expiring on September 30, 1940, 


or at any time thereafter. By the last two clauses 
of the agreement, the company was to pay the respondent 
£7,000 in consideration of a covenant by him that, if the 
agreement was determined either by notice given to the 
company by him or by any breach by him of the agree- 
ment, then, until the end of a period of five years from 
April 1, 1937, the respondent was not, without the 
consent of the company, to be engaged directly or‘ 
indirectly in a similar business to that of the company. 
The General Commissioners had found that the £7,000 
was a payment for giving up a right wholly unconnected 
with the respondent’s office as director and manager, 
and that it only operated after cessation. Lawrence, J., 
upheld their decision. 


For the Crown it was contended that if a director 
had entered into an agreement to serve for a certain 
sum annually, and the same director had entered into a 
restrictive covenant with reference to the period after 
he had ceased to be a director, it would be impossible 
for the director to avoid paying tax upon the whole of 
his salary on the argument that some part thereof was 
paid to him in respect of the restrictive covenant. 
Lawrence, J., thought that was probably right because 
the restrictive covenant was not quantified; but he 
held that the valuation of the covenant, coupled with 
the fact that it only applied to a period subsequent to 
cessation, entirely distinguished the case. He based his 
decision to some extent upon the dictum of Lord Justice 
Stirling in Herbert v. McQuade (1902, 4 T.C. 489), to be 
found at page 501, where he defines the limits of the 
profit of an office. 


The decision seems to the present writer to be open 
to criticism from the legal standpoint. If the con- 
sideration for entering into a restrictive covenant, 
operative from cessation, is not taxable in principle, 
then, with respect, quantification in an agreement 
would not seem to alter its nature. Absence of this 
factor would apparently only present a question of fact 
for the determination of the Commissioners. Besides, 
in any case, the quantification specified in an agreement 
might not be bona fide. 


Schedule D—Casual profit—Payment in respect of serial 
rights in life story—Case VI. 

In Hobbs v. Hussey (K.B.D., February 18, 1942, 
T.R. 31), Mr. Hobbs, in 1937, made an agreement with a 
newspaper, The People, for the sale of the serial rights 
in his life story. The preparation of the articles 
necessitated the employment of other persons. The 
material used was notes and diaries accumulated for 
many years. The Special Commissioners had held that 
the appellant, whose occupation had been that of 
solicitor’s clerk, and who had never carried on the 
profession of author, was assessable under Case VI of 
Schedule D. Lawrence, J., affirmed their decision, 
distinguishing the case of Earl Haig’s Trustees v. C.I.R. 
(1939, 18 A.T.C. 226, 22 T.C. 725). 


He held that the test was whether the transaction 
was a sale of property or the performance of services. 
Services might involve a subsidiary sale of property— 
the sale of dentures by a dentist, for example. Here, 
he considered that the decision in Ryall v. Hoare (1923, 
2 K.B. 447, 8 T.C. 521) applied and that it was a case of 
services. 
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Mr. Courtauld Hits Out 
After the war, industry will need substantial amounts 
of new capital, and in the City it has rather naturally 
been assumed that the new issue market can play a 
useful part in its provision. Mr. Courtauld, clearly, 
would not agree. In an article in the current Economic 
Journal, which has attracted much attention, Mr. 
Courtauld argues that “‘ It is very doubtful whether the 
cutting off of the amount of capital provided to-day by 
gamblers (those who want something for nothing) 
would affect industry much. The amount of such new 
money cannot be very large, and most of it sticks by 
the way, and does not finally get into the industrial 
investment at all. As regards the gambling in the stocks 
and shares of existing companies, I canhot see that this 
benefits industry in any way whatever.’’ While it may 
be true that established companies can largely finance 
themselves out of profits, the function of industrial issues 
is essentially the finance of new (and therefore inherently 
ulative) enterprises. It is interesting to note that on 
the following page Mr. Courtauld says: “‘ Nothing 
should be done to discourage a man from developing 
and exploiting his own new ideas and devoting his own 
financial resources to doing so. As his risk will be 
unlimited, he should be allowed to reap the full profit.” 
If the industrial pioneer should happen to have no 
financial resources, however, is it not a useful function 
to enable him to draw upon the resources of those who 
have surplus funds, and are to take the risk 
for a share in possible profits ? Once this is admitted, 
of course, fluctuations in existing securities perform a 
useful function in directing the flow of new capital into 
the most profitable uses. Mr. Courtauld’s views are the 
logical corollary of his initial postulate that ‘ produc- 
tion is the most vital activity of the nation.’’ Produc- 
tion clearly is conceived purely as physical output, and 
not as the creation of utilities ; hence it is hardly sur- 
prising that Mr. Courtauld feels impelled to attack not 
only finance, but also salesmanship, advertising and dis- 
tribution generally—all those activities, in fact, whose 
function is to adapt production to demand. 


Stock Exchange in War 

In addition, Mr. Courtauld evidently assumes a state 
of monopoly, which does not in fact exist, in the pro- 
vision of financial services. Otherwise it would be 
impossible to contend : “‘ that financial institutions are 
paid too highly for the functions they perform, and that 
they frequently resemble bandits levying toll in a narrow 
defile through which all traders are bound to pass.” 
Nobody would suggest that the City is perfect, or that 
unbridled speculation may not be mischievous. But it 
would be unfair to ignore the amount that has been 
done in recent years to inculcate a tradition of pro- 
fessional conduct and prevent the abuse of Stock Ex- 
change facilities. Whatever the market’s function in 
peace, there is no doubt that it is having a pretty thin 
time in war. The latest indication to this effect is the 
report of the Stock Exchange itself, which shows a 
total income for the year to March 25 last of less than 
£234,000, against expenses (including allocations) of 
nearly £265,000. In the last year before the war, ex- 
penses were under £240,000 and income more than 
£506,000. To meet last year’s deficit, the carry-forward 
has been reduced to £167,557 as an alternative to deben- 
ture borrowing, or a call on the proprietors. Individual 
members, on the other hand, have probably done rather 
better during the past year owing to the slight upturn 
in business. Thus in the month to April 20, the number 
of bargains in the Stock Exchange list, according to the 


ACCOUNTANCY 


The Month in the City 


Financial News, averaged 2,712, against 2,407 in the 
corresponding period of 1941, an increase of over 12} 
per cent. . 


Markets Ignore Budget 

In the event, as in anticipation, the Budget had no 
appreciable effect on Stock Exchange prices. This in- 
difference extended even to those sections, namely 
brewery and tobacco shares, most directly concerned 
by the new duties that were the main Budget feature. 
From the Chancellor’s yield estimates, it was very 
evident that there can be no present intention of curtail- 
ing the supplies of these commodities available to the 
public. Should sales nevertheless decline, it is further 
argued, most of the leading companies possess a com- 
fortable E.P.T. cushion to absorb any immediate reac- 
tions on retained profits. Both arguments, of course, 
apply with rather less force to the stores group affected 
by the higher purchase tax on unessentials, but even 
here a moderate rise in price is unlikely to affect demand 
to any extent, given the general abundance of: purchas- 
ing power ; supplies, of course, were already subject to 
direct control. Though nobody any longer expects any 
mitigation of the 100 per cent. rate of E.P.T., it had been 
hoped that the Chancellor might pay some regard to the 
numerous memoranda from disinterested associations of 
high standing urging the removal of the anomalies and 
hardships resulting from its incidence on particular 
types of companies, such as the wasting assets group. 
The decision to give statutory force to the 20 per cent. 
refund was naturally welcomed, but could hardly be 
expected to arouse wild enthusiasm. Investors are 
chiefly concerned with two questions: Can the refund 
now be brought into the accounts in any form ? What is 
meant by the declaration that the refund must not be 
distributed as dividend or in bonus shares? On the 
latter point, it is not easy to see how its indirect use 
for these purposes could be prevented if a com- 
pany chose to distribute or capitalise existing reserves 
which would otherwise have been retained in the 
business. The authorities could hardly propose to 
prohibit all dividend payments, after the refund 
has been made, until an equivalent sum has been 
invested in the business, since not every company 
making large wartime profits (and paying them over to 
the Treasury) will necessarily require new capital after 
the war. Indeed, what is the position of the specifically 
war producer that would normally contract or even 
liquidate when hostilities cease ? 


Railway Earnings 

Towards the end of the month interest in home rails 
was stimulated by the publication of the 1941 figures of 
receipts and expenditure. Including London Transport, 
receipts totalled {293,835,000—an increase of 20 per cent. 
in which passenger receipts were the largest item—while 
expenditure was only 11 per cent. higher at £226,636,000. 

Net receipts consequently rose- 52 per cent. to 
£67,199,000, of which £65,125,000 was available as net 
revenue for the pool. Since under the new agreement the 
lines are working on a rental basis, these figures are of 
merely platonic interest to shareholders. Even after the 
war, operating conditions will be so different that they 
could have little relevance in any negotiations. Indeed, 
their chief significance is to show that the Government 
secured an excellent bargain under the revised agree- 
ment. Nevertheless, the market was impressed by the 
reflection that, but for the new agreement, Great Western 
ordinary, for example, would have been receiving 8.1 
per cent., instead of 4 per cent. 
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~ Points from Published Accounts 


Phillips Rubber Soles 


: , 

Of a total income of £120,860 secured by Phillips 
Rubber Soles in the year to November 30 last—it com- 
pares with £95,987 in the preceding year—as much as 
£113,756 represents dividends, royalties, etc., from 
subsidiary companies. The holdings in these concerns, 
made up of investments £397,018 and amounts due 
£149,875, account for nearly 70 per cent. of the assets 
total of £789,762. The intimate relationship in which 
these companies stand to the parent concern is demon- 
strated by the fact that it is the latter’s habit to take 
credit each year for its full share of the aggregate net 
profits of the subsidiaries. In the circumstances a 
consolidated balance-sheet would be of great assistance 
in enabling shareholders to assess the position of the 
group. The omission of such a statement is the more 
to be regretted since the reserve position of the parent 
company is not specially strong. There is an investment 
reserve of £71,256 (stated to include balance of profit 
in purchase price £48,646), which presumably should be 
related to the holdings in subsidiaries—at any rate it 
can scarcely be earmarked against the £100,247 of gilt- 
edged securities. The general reserve and carry- 
forward total only £49,544, and against that patents and 
designs are entered as an asset of (25,000. The question 
that immediately presents itself in the absence of a 
consolidated balance-sheet is whether further intangible 
items are included, in effect, in the valuation placed 
upon the interest in subsidiaries even after taking 
account of the investment reserve. 


Doulton & Co. 


An encouraging feature of the accounts published in 
the last month or so is the evidence they provide that 
many of the smaller industrial companies are alive to the 
desirability of providing detailed information, and that 
in easily assimilable form. From quite a crop of such 
accounts those of Doulton & Co. may be selected for 
notice because here very great care has been taken to 
set the position out clearly and render comparison 
simple. The assets are segregated into three groups : 
property, plant and goodwill (the last-named being given 
the nominal value of £1), trade investments (under which 
heading are included holdings in subsidiaries) and current 
assets and repayments. Similarly current liabilities and 
provisions are grouped separately from capital and 
reserves. Under each heading the individual items are 
set out, with the totals shown in red type, and a com- 
parative column displays the corresponding 1940 figures 
in green, again with the totals in red. Here typo- 
graphical resources have been applied in constructive 
reinforcement of the accounting treatment, and there is 
no room for the frequently deserved reproach that a 
wealth of statistical detail is apt to result in a kind 
of visual incoherence. Comparative figures are also 
furnished in the profit and loss and profit appropriation 
statements, and in the latter there is an unusual 
treatment of tax. The net profit is habitually brought 
in subject to this charge, and dividends are deducted 
gross. The tax recovered or recoverable from these 
dividends is set off against the total tax provision for 
the year; and it happens that since profits have been 
over-distributed in the past two years these ‘‘recoveries ”’ 


have exceeded the needful provisions. In 1940, with 
5 per cent. paid on the ordinary capital, they amounted 
to £18,063, against a tax provision of £14,588, leaving a 
tax credit of £3,475 to be added to the net profit. For 
the past year they totalled £21,250, against a provision 
of £17,578, and as credit has been taken for £8,936 
over-reserved in previous years the total tax credit 
this time is £12,608. 


Davis & Timmins 

Another excellent set of accounts is that issued by 
Davis & Timmins. The balance-sheet items are grouped 
in logical order, and comparative figures are given in 
colour throughout. The content is as satisfactory as 
the form, notably because the company states the 
amount reserved for E.P.T. and N.D.C. as a separate 
item—a practice that is too little followed. Moreover, 
there is a consolidated balance sheet, in which goodwill 
and patents figure at £39,222, as against general reserves 
and undivided profits amounting to £177,102. The 
difference of £137,880 bears a very substantial ratio to 
the £95,000 amount of the parent company’s ordinary 
capital. 


Selfridge (Holdings) 


The accounts of Selfridge (Holdings), previously 
known as Selfridge & Co., are interesting because they 
give effect to the recent scheme of arrangement and 
point to the need for further reconstruction at some 
convenient time in the future. Under the scheme the 
trading business was transferred to a new company 
registered as Selfridges, Ltd., which is a wholly owned 
subsidiary. This company was given the arbitrary 
share capitalisation of £1,000,000, and the holding of 
these shares is brought into the parent company’s 
accounts at par. The transferred assets had previously 
been carried at a figure £1,000,000 odd greater than this, 
so that a deficit of that amount was created. Including 
this sum, total losses of {1,686,473 are held in suspense, 
while in present circumstances the post-war value of 
the “‘ Northern Site’ properties, which were retained 
by the parent company and have a book value of 
£1,204,305, is necessarily incapable of assessment. 
Eventual reconstruction will also have to take account 
of the arrears of dividend that have accumulated on 
the preference, preferred and staff shares. In the 
accounts of the opérating company the transferred 
assets are brought in at the vendor company’s book 
values, but as these were greatly in excess of the pur- 
chase price a capital reserve of {1,089,653 was created. 
This fund has been credited with profits of £47,596 
earned prior to incorporation, but on the other hand 
debenture discount and the costs of the scheme, 
amounting to £29,320 all told, and war damage con- 
tributions of £33,290, have been charged against it. 
The balance of /1,074,639 is evidently considered 
adequate to provide for the writing down of-the fixed 
assets at a later stage, for shareholders are told that 
the valuation of £1,000,000 which the parent concern 
puts upon the interest in the subsidiary is believed to 
be a conservative valuation. In other words, the affairs 
of the trading section of the business have been placed 
upon a sound basis, leaving further material recon- 
struction as the concern of the holding company. 
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Legal Notes. 


LAW 


EXECUTORSHIP LAW AND TRUSTS 


Breach of Trust—Constructive Trustee—Solicitor Acting 
Honestly on Trustees’ Instructions. 

In Williams-Ashman v. Price and Williams (1942, 
1 All E.R. 310), Bennett, J., decided an interesting point 
affecting solicitors with notice of trusts who, in the course 
of their duty, become custodians of trust funds. Pro- 
ceeds of the sale of church property were vested in 
trustees on trust to pay the income thereof to the 
incumbent for the time being of a parish. The incum- 
bent (who was the sole surviving trustee) misapplied the 
trust funds. After the death of that incumbent, the 
incumbent for the time being brouglit an action for 
breach of trust to recover those monies against the 
solicitors (and their managing clerk) who had paid trust 
money to the former incumbent. The partner of the 
firm of solicitors had drawn the trust’deed 10 years 
before the matter complained of and it was immediately 
put in the firm’s safe. Until shortly before the action 
he did not see the deed again ; the managing clerk was 
unaware of its terms. In 1927 the trust money was 
invested in a mortgage and in 1937 the mortgage money 
was called in. Part of it was invested in preference 
shares and the rest was lent to a son of the incumbent ; 
the shares depreciated owing to the war and the loan was 
not recoverable. The plaintiff contended that the 
defendants, knowing the money was trust money, were 
liable to the present beneficiary for its misapplication, 
alleging that by receiving as agents money which they 
knew to be trust money they became constructive 
trustees. 

Bennett, J., said that the defendants acted honestly 
throughout, but incautiously. But as they did not know 
what the trusts were, even though they knew they were 
dealing with trust money, they were acting merely as 
agents of the incumbent, and were not liable as trustees 
de son tort. It should be noted that this decision is 
limited to the relations between beneficiaries and the 
solicitors concerned ; it does not deal with the remedy 
which might exist for beneficiaries against the trustees 
themselves, nor that of the trustees against the solicitors. 


COMPANY LAW 


Winding-up—Surplus Assets—Rights to Dividend as 
Between Preference and Ordinary Shareholders. 

In Re W. Foster and Son, Ltd. (1942, 1 All E.R. 314), 
the question was raised whether the preference share- 
holders were entitled to a dividend for the broken period 
of less than a year between the date to which the last 
dividend was calculated and the date of winding-up 
The capital consisted of preference and ordinary shares ; 
the memorandum provided that both as to capital and 
dividends the preference shares should rank before 
ordinary shares. By the articles, preference share- 
holders were entitled to a cumulative preferential 
dividend on the amount paid up on their shares and to a 
preference in the distribution of assets in a winding-up. 
With the company’s sanction, the directors were to have 
power to declare dividends, which were not to exceed 
whatever the directors recommended. The company 
was a pfivate one and its financial year ended on August 

-31. On August 31, 1940, it paid its preference dividend 
at 10 per cent. and an ordinary dividend of 5 per cent. 
It made profits in the subsequent period, but on July 21, 
1941, went into liquidation ; its assets realised enough 
to repay all the paid-up capital, leaving a substantial 
surplus. The question arose whether the preference 
shareholders were entitled to any payment by way of 


dividend or interest from August, 1940, to July, 1941, 
and to share in the distribution of the surplus assets 
pari passu with the ordinary shareholders. 

Bennett, J., held (1) the provisions in the articles with 
respect to the dividend on preference shares applied only 
whilst the company was a going concern ; (2) upon the 
proper construction of the memorandum and articles, 
preference shareholders were not deprived of their right 
as contributories to share in the distribution of surplus 
assets pari passu. It had not been previously settled 
whether preference shareholders were entitled to a 
dividend in respect of the broken period of less than a 
year. Normally, right to a dividend depends on the 
company’s declaration of a dividend, which cannot be 
made after a resolution to wind up. Bennett, J., held 
that preference shareholders had no right to any sum in 
respect of the broken period, and their only right was to 
share pasi passu in the surplus assets. 


Fiduciary Capacity of Divectors—Sale of Shares in 
Subsidiary Company—Company’s Right to Profit on 
Sale of Shares. 

In Regal (Hastings), Ltd. v. Gulliver (1942, 1 All E.R. 
378), the important principle was reaffirmed by the 
House of Lords that in their dealings with the company’s 
property directors must always be mindful of the share- 
holders’ interests. That principle was enunciated in 
different form over two centuries ago in relation to 
trustees, and has been extended to agents, partners and 
directors. Although difectors’ liability differs from that 
of trustees, no one in a fiduciary capacity is allowed to 
profit out of property to which the relationship exists. 
The appellant company owned a cinema at Hastings. 
Hoping to sell the company as a going concern, they 
wished to acquire two further cinemas in Hastings, and 
formed a subsidiary with capital of £5,000 in £1 shares. 
For a lease to be granted, the landlord required a 
guarantee of rent by the directors unless the paid-up 
capital of the subsidiary was £5,000. The directors of 
the appellant company intended that that company 
should hold all the shares in the subsidiary, and as it 
could not provide more than £2,000, it appeared that the 
directors would have to give the guarantee. To avoid 
doing so it was arranged thus :—The appellant company 
was to take up 2,000 shares at par; the chairman of 
directors promised to find £500 ; the four other directors 
each promised £500, and G., the appellant company’s 
solicitor, promised likewise. The arrangement was made 
at a board meeting summoned by notices to the directors 
and to G. (one notice by the appellant company, the 
other by the subsidiary). Both meetings were for the 
same time and place. Accordingly 2,000 shares were 
allotted to the appellant company, and 500 to G. and to 
each of the directors except the chairman. The shares 
in respect of the £500 “‘ found’ by the chairman were 
allotted to and paid for by two companies, and one 
individual, so that they took as beneficial owners and 
not as nominees of the chairman. Ultimately the 
transaction was not carried out by sale of the company’s 
property as a going concern, but by sale of all shares in 
both appellant company and subsidiary. The 3,000 
shates in the subsidiary allotted to or on behalf of 
directors and G. were sold at a profit of {2 16s. Id. per 
share. It was found as a fact that all the transactions 
were bona fide. It was held (1) that in the circumstances 
the directors, other than the chairman, were in a fiduciary 
relationship to the appellant company, and therefore 
liable to repay to it the profit on the sale of shares ; (2) 
the chairman of directors, as he did not take the shares 


| a May, 1002 
— be 

7 the 
n0 

G. 

a no 

mz 

3 th 
po 

. iff 
col 

ha 

Re 

Ste 

He 

ex 

sti 

4 ini 
en 

Th 

ave 

ma 

she 

Ne 

Ne 

col 

of 

col 

me 

pre 

' 

P| : Ne 

mi 

Ne 

Ne 

we 

Ne 

pre 

mz 

als 

no 

L 

Ne 


May, 1942 


beneficially, was not liable to repay the profit made by 
those who fook shares from him, as his assignees were 
uot in a fiduciary relationship to the company; (3) as 
G. was not a director of the appellant company, he was 
not in a fiduciary relationship to it and so not liable to 
make any repayment ; moreover, he took the shares at 
the express request of the directors. Their Lordships 
pointed out that these questions would not have arisen 
_ if the directors had obtained the approval of the appellant 
company in general meeting, and this they could easily 
have done as they controlled the voting. 


MISCELLANEOUS 


Repudiation of Contract containing Arbitration Clause— 
Stay of Legal Proceedings—Arbitration Act, 1889, Section 4. 

In Heyman v. Darwins, Lid. (1942, 1 All E.R. 337), the 
House of Lords resolved doubts, which have long 
existed, whether the arbitration clause in a contract can 
still be invoked where the contract has been repudiated. 


The Emergency 


In our November, 1939, issue we published the first 
instalment of a comprehensive guide to the wartime 
enactments and Orders which most concern the accountant. 
The thirtieth instalment is given below. The summaries 
ave not intended to be exhaustive, but only to give the 
main content of an Act or Order, the full text of which 
should be consulted if details ave required. 


ORDERS 


COMPANIES 
No. 505. Order in Council amending Regulations 1 and 5 
of the Defence (Companies) Regulations, 1940. 
No. 565. Colonial Companies (Registration) Rules, 1942. 
A company incorporated under the law of any British 
colony or mandated territory may by order of the Board 
of Trade be registered in England or Scotland. The 
company must within one month deliver certain docu- 
ments to the Registrar. This is an extension of the 
provisions relating to Channel Island Companies. 
(See AccounTANCY, October, 1941.) 


EXPORT 
Nos. 284, 313, 353, 426, 455, 528, 578, 602. Export of 
Goods (Control) Orders, 1942, Nos. 8, 9, 10, 12, 13, 
14, 15, 16. 
Further additions, deletions and amendments are 
made in the list of goods subject to export control. 
No. 367. Export of Goods (Control) (No. 11) Order, 
1942. 
No goods may be exported to Burma. 
Nos. 352, 368. Exportation—Revocation of Licences. 
Licences permitting the export of rubber scrap or 
waste, or the export of any goods to Burma, are revoked. 
(See Accountancy, March, 1942, page 106.) 


FINANCE 
No. 572. Order in Council amending Regulation 8 of the 
Defence (Finance) Regulations, 1939. 

The Treasury may require any British subject or 
protected person resident outside the sterling area to 
make a return of his property and income, and may 
also require information on property or income of a 
non-resident from other persons. 

LIMITATION OF SUPPLIES AND RATIONING 
No. 480. Limitation of Supplies (Cloth and Apparel). 

Direction. 

No registered person may supply to an unregistered 
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The first question to be decided in such cases is whether 
the terms of the arbitration clause are wide enough to 
include any dispute in connection with the contract, or 
restricted to particular matters. The word “ repudia- 
tion ’’ has been applied to different matters. In this 
case there was repudiation by one party, accepted as 
such by the other party; such repudiation ends the 
liability to perform the contract, but not the liability to 
pay damages for breach. For that limited purpose, the 
contract remains operative and if the arbitration clause 
is sufficiently wide, that clause is effective. Therefore 
(contrary to some dicta formerly expressed) a party who 
has repudiated a contract may still invoke the arbitra-+ 
tion clause without infringing the doctrine of approba- 
tion and reprobation. An arbitration clause is bilateral ; 
a refusal to be bound by it does not create a claim for 
damages, but only a right of specific performance ; in a 
proper case the Court may refuse to stay an action, 
under the Arbitration Act, 1889, Section 4. 


Acts and Orders 


person more than 30 per cent. of the quantity of woven 
wool cloth and utility cloth supplied by him to that 
person in the standard period. 


No. 556. Limitation of Supplies (Cloth and Apparel) 
(No. 7) Order, 1942. 

A number of amendments are made in the principa 
Order, relating to utility cloth and apparel, and the 
use of the word “ utility ’’ or any similar term. 

No. 567. Consumer Rationing. General Direction. 

Coupons must be surrendered to the Board of Trade 
within 14 days (a) by an auctioneer who has sold 
rationed goods on behalf of a person who is not a trader, 
(b) by an unregistered trader who is closing down his 
business. 

(See Accountancy, March, 1942, page 106.) 


TRADING WITH THE ENEMY 
No. 493. Trading with the Enemy (Specified Persons) 
(Amendment) (No. 5) Order, 1942. 
Additions, deletions and amendments are made in the 
list of persons with whom dealings are prohibited. 
No. 306. Order in Council amending Regulation 4 of 
the Defence (Trading with the Enemy) Regulations, 


1940. 
No. 342. Trading with the Enemy (Custodian) (No. 2) 
Order, 1942. 


A custodian may with the sanction of the Treasury 
reduce or remit fees payable to him. 

No. 542. Trading with the Enemy (Custodian) (No. 3) 
Order, 1942. : 

Money to the credit of a bank account of a person 
or body of persons who is an enemy only by reason of 
residence or trading in enemy-occupied territory in the 
Channel Islands, Hong Kong, the Straits Settlements, 
Federated and Unfederated Malay States, Sarawak, 
North Borneo, and Burma, is not subject to the Trading 
with the Enemy (Custodian) Orders. Banks may 
invest such money in any security in which sums to 
the credit of a blocked account may be invested. 

(See Accountancy, April, 1942, page 122.) 

WAR DAMAGE 
No. 456. War Damage (Business Scheme) (No. 6) 
Order, 1942. 

The premium for policies issued under the business 
scheme for the six months ending September 30, 1942, 
is one-quarter per cent. with a minimum of 5s. 
(See Accountancy, November, 1941, page 35.) 
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Society of Incorporated Accountants 


EXAMINATIONS 


The next examinations will be held on July 29, 30 and 31, 
1942, at Taunton School, Somerset, and Sedbergh, Yorkshire ; 
in Glasgow, Dublin and Belfast; and at centres in South 
Africa. 

Completed applications must be sent to the Secretary of 
the Society, at Incorporated Accountants’ Hall, to arrive on 
or hefore Friday, May 29, 1942. 


DISTRICT SOCIETIES AND BRANCHES 


SOUTH AFRICAN (NORTHERN) BRANCH 


The annual meeting of the Society’s South African (North- 

ern) Branch was held at Johannesburg on February 24. 
Report 

There were 260 members of the Branch on December 31, 
1941. The total a year earlier was 266. 

The Committee received with regret notification of the 
deaths of four members, including two past Chairmen, Dr. 
Alexander Aiken, F.S.A.A., and Mr. C. Hewitt, F.S.A.A. 
Mr. H. A. Read, A.S.A.A., who was on active service with 
the South African Air Force, was reported missing, believed 
dead. Two articled clerks have lost their lives while on 
service with H.M. Forces. 

The Honorary Secretary was advised of 76 members and 
49 articled clerks who were on active service. 

The articles of 27 clerks were registered during the year, 
and 22 terminated. There are now 112 articled clerks on the 
register. Mr. B. H. Thompson was awarded the Second 
Certificate of Merit in the Final Examination. 

Donations amounting to £69 6s. 6d. were received from 
members for transmission to the Incorporated Accountants’ 
Benevolent Fund. 


BRADFORD DISTRICT SOCIETY 


Mr. Maurice Hustwick, the Honorary Secretary of the 
Bradford District Society, recently joined the Royal Air 
Force. At a meeting of the Committee, the good wishes of 
the District Society were conveyed to him, and their thanks 
for his services as honorary secretary. It was agreed that 
the appointment of Mr. Hustwick should be suspended only 
during his absence with the R.A.F., and Mr. Frank Dean, 
A.S.A.A., has kindly consented to accept the duties of Acting 
Honorary Secretary during Mr. Hustwick’s absence. Mr. 
Dean’s address is Bank Chambers, North Parade, Bradford. 


MEMBERSHIP 


The following additions to the membership of the Society 

have been completed : 
ASSOCIATES 

Allchurch, Alfred Ernest, with Viney, Price & Good- 
year, London; Bailey, William James, with Fitzhugh, 
Tillett & Co., London ; Booker, Edward Eric (F.C. Hucker), 
Wells, Somerset, Practising Accountant; Bretherton, 
Thomas, Bournemouth ; Butler, Norman Edward, City 
Treasurer's Dept., Norwich ; Clowes, Kenneth Anderson, 
with David Smith, Garnett & Co., Manchester; Crane, 
Albert Gordon, with Alban & Lamb, Newport, Mon. ; 
Curtis, Cuthbert Raymond, City Treasurer's Dept., 
Winchester ; Dabill, Edward (serving with H.M. Forces) ; 
Douglas, William Routledge, Finance Dept., Spen- 
borough Council, Cleckheaton; Gerber, Joseph Woolf 
(Alex M. Shaw & Co.), Glasgow, Practising Account- 
ant; Goodall, Harold Percy (Thomas Goodall and 
Son), Cork, Practising Accountant; Greygoose, Ronald 
Eric, London (serving with H.M. Forces) ; Harris, Henry 
Poynter, with L. R. Stevens & Co., London; Hogan, 
Francis, Manchester; Humphreys, George, Treasurer's 
Dept., Newton-le-Willows ; Johnston, Douglas, Eccles, 
Lancs; Kiernan, Bernard (Alfred Nixon, Son & Turner), 


Manchester, Practising Accountant ; Kirk, Herbert Victor, 
with Stewart Blacker, Quin, Knox & Co., Belfast ; Lambson, 
Reginald Joseph, Cape Town, South Africa; Lancey, 
Eric Clifford (E. H. B. Butler & Co.), Worcester, Practis- 
ing Accountant ; Large, Eric Charles Stanley, with Kings- 
cott, Dix & Co., Gloucester; Linnane, Thomas Michael 
Joseph, with Purtill & Co., 33-34, Anglesea Street, Dublin : 
Lewarn, Anthony Wilmer, Plymouth; Lomas, Willis, 
with Robt. A. Page & Co., Nottingham ; McCormack, 
William Joseph, Waterford; McDermott, Thomas 
Francis, with Charles P. McCarthy, Cork ; Miles, Donald, 
with Geo. R. Williams, Cardiff ; Nettleton, Horace Eugene, 
with Davis & Crane, Southport; Parrott, James New- 
come (C. C. Grayton & Co.), St. Neots, Practising Accoun- 
tant ; Pennington, Thomas, with Griffiths, Burne & Co., 
Bolton; Roberts, Arthur Conwyson, with Rowland, 
Jenkinson & Co., Newport, Mon.; Ross, James, Junr., 
with Osborne, Cooke & Co., Belfast ; Sales, Stanley Ray- 
mond, London; Shaw, Leonard Walter, with Price, 
Waterhouse & Co., London ; Spinks, Henry Alfred, with 
Macredie & Evans, Sheffield ; Stubbings, Horace, Borough 
Treasurer’s Dept., Leyton; Wade, William, Treasurer's 
Dept., Merton & Morden U.D.C.; Ward, Cyril William, 
Borough Treasurer’s Dept., Scunthorpe ; Wardrop, Thomas 
Leslie, Glasgow; Watson, Arnold Clark, with C. W. 
Allan, Bradford ; Watson, Charles Edward, with Ford, 
Rhodes & Ford, London; Williams, Bernard Augustus, 
City Treasurer’s Dept., York ; Williams, Frederick Outfin, 
with R. W. G. Taper & Co., Paignton ; Yates, Mark, Shef- 
field, Practising Accountant. 


PERSONAL NOTES 


Mr. J. Ivan Spens, O.B.E., C.A., has been released from 
the Ministry of Supply, of which he was Accountant General, 
to become head of the Industrial Division of the Ministry 
of Production. 

Messrs. Martin, Farlow & Co., Incorporated Accountants, 
Kingsley Hotel, Bloomsbury Way, London, W.C.1 (formerly 
of 34 and 36, Gresham Street, E.C.2) announce the retirement 
from the firm of Mr. William Strachan and Mr. Percy C. Miall ; 
also that they have admitted as a partner Mr. Alan S. Hitch- 
ings, A.S.A.A., who has been associated with the firm for a 
number of years. The partnership name will remain un- 
changed. 

Messrs. Smallfield, Rawlins, Lindsay Fynn & Co. announce 
that the partnership between Mr. T. G. Rawlins, Mr. A. 
Rawlins, Mr. B. M. Lindsay Fynn and Mr. C. H. Brand has 
been dissolved. Mr. T. G. Rawiins, Mr. A. Rawlins and 
Mr. C. H. Brand will continue in partnership under the style 
of Smallfield, Rawlins & Co., at 29, Palace Gate, Kensington, 
London, and will in the near future remove to Candlewick 
House, 116-126, Cannon Street, London, E.C.4. 

Mr. A. Armitt, Incorporated Accountant, has been 
appointed Borough Treasurer of Heywood, Lancs. 

Messrs. Kingscott, Dix & Co., Incorporated Accountants, 
of 1, Barton Street, Gloucester, have admitted Mr. L. W. 
Huggins, A.S.A.A., into partnership as from April 1, 1942. 

Messrs. A. C. Roy & Co., Incorporated Accountants 
announce that Mr. Satyabrata Roy, A.S.A.A., has retired 
from the firm, having taken up a commercial appointment. 
Mr. A. C. Roy, F.S.A.A., will continue the practice under the 
same style at 7, Rankin Street, Wari, Dacca. 

Mr. D. L. Crow, Incorporated Accountant, has been 
appointed Chief Assistant to the City Treasurer of Bradford. 

Mr. E. W. Raby, Incorporated Accountant, has been 
appointed Borough Treasurer of Brighouse. 


REMOVALS 


Messrs. Lewin, Leaf & Co., announce a change of address 
to Morny House, 199-201, Regent Street, London, W. 

Messrs. H. J. Dastoor & Co., Incorporated Accountants, 
have removed their offices from 127 to 159, West End Lane, 
London, N.W.6. 
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